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GUIDELINES FOR PREPARATION OF THE 

FY 2002 ANNUAL STATEMENT OF ASSURANCE

COVER MEMORANDUM

The head of the reporting organization or principal deputy must sign the memorandum.  

It must provide the organization head's assessment as to whether there is reasonable assurance that the organization's management controls are in place and operating effectively.  This statement of assurance must take one of three forms:


--  An unqualified statement of assurance ("I have reasonable assurance that...").  Each unqualified statement must have a firm basis for that position, and this basis must be clearly described in Tab A.


--  A qualified statement of assurance ("I have reasonable assurance that ...., except for.....").  The material weaknesses in management controls that preclude an unqualified statement should be cited in the cover memorandum.


--  A negative statement ("I do not have reasonable assurance that ....").
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TAB A -- HOW THE ASSESSMENT WAS CONDUCTED


The purpose of your annual statement is to provide an assessment of whether the management controls within your organization provide reasonable assurance that the objectives of the Federal Manager's Financial Integrity Act were met.  TAB A describes how this assessment was conducted and provides support for that assessment.  Reasonable assurance refers to a satisfactory level of management confidence that management controls are in place and operating as intended.  Inherently a management judgment, reasonable assurance recognizes that there are acceptable levels of risk that cannot be avoided because the cost of absolute control would exceed the benefits derived.


The intent of these annual statements is not to offer up a "school solution" of reasonable assurance.  They must provide an objective assessment of the organization's management controls and identify material weaknesses and plans for their correction.  The Congress, Comptroller General, Office of Management and Budget, USD (Comptroller) and DoD Inspector General have recently given greater attention to assertions of reasonable assurance in agency annual statements.  In an effort to provide more objective assessments, the Army has qualified its annual statements since FY 1993, as did DoD.  A qualified statement is nothing more than an objective recognition that management controls need improvement.  Reporting organizations should give serious consideration to submitting qualified statements where appropriate.


Your annual statement should describe how your determination of reasonable assurance was reached.  This description may cite processes such as management control evaluations, audit or inspection reports, and other senior management reviews.  You should also include specific information that addresses the areas of leadership emphasis, training, and execution of your management control process: 

· LEADERSHIP EMPHASIS section addresses leadership correspondence emphasizing the importance of effective management controls and the use of senior management councils to advise on management control issues and monitoring progress on corrective actions on previously reported material weaknesses.

· TRAINING section indicates the type of training provided (in-house training, USDA courses or training provided by the HQDA management control staff).  Also indicate the total number of personnel receiving each type of training.

· EXECUTION section addresses your efforts in assessing the effectiveness of your management control process, improving its execution, and your efforts to embedding management control evaluations in existing management review processes.


Each year, the U. S. Army Audit Agency (USAAA) conducts a review of the Army's management control process.  In past reviews, they noted some shortcomings in the material weaknesses reported in feeder statements.  These include weaknesses with cryptic or inadequate descriptions (making assessment difficult) and weaknesses that address problems in a "piecemeal" approach (rather than addressing the larger, systemic problems).


USAAA will focus on feeder statements that support the Secretary's annual statement.  Their intent is to assess the usefulness of these statements, the rigor and discipline of the process by which they are developed and the degree to which they represent an accurate assessment of management controls and a full disclosure of material weaknesses.  As part of this review, they will also make an assessment of your efforts to implement the management control process.

TAB B -- MATERIAL WEAKNESSES

Identifying and correcting weaknesses in management controls is the responsibility of management at all levels.  Whether or not a weakness should be considered material and reported in the annual statement is a management judgment about the relative significance of the problem.  There are two essential criteria a weakness must meet to be considered material:

· First, it must involve a weakness in management controls: management controls are not in place, they are in place but are not being used, or they are in place and used but are inadequate).

· Second, it must warrant the attention of the next level of command, because that next level either must take action or must be aware of the problem.  These two criteria and other factors to consider are outlined at Attachment 1.


Many sources can be used to identify potential material weaknesses, to include: audit or inspection findings, criminal investigation results, management control evaluations, functional management review processes, and management's general knowledge of operational problems.  Audit and inspection reports will often recommend reporting specific problems as material weaknesses.  These recommendations should be given careful consideration, but the determination to report a material weakness is ultimately a management judgment.


Tab B consists of the following:


--  Tab B-1, List of Material Weaknesses.  This Tab should list all material weaknesses being reported, with uncorrected and corrected weaknesses listed separately.  For each weakness, indicate the title of the weakness and the fiscal year it was first identified (beginning with the most recent fiscal year and working back).


--  Tab B-2, Uncorrected Material Weaknesses.  This Tab includes separate descriptions of each uncorrected material weakness.  These weaknesses should be in the same sequence as the listing in Tab B-1.


--  Tab B-3, Corrected Material Weaknesses.  This Tab includes separate descriptions of each corrected material weakness.  These weaknesses should be in the same sequence as the listing in Tab B-1.


If you anticipate reporting a material weakness, contact                        SAFM-FOI, (703) 693-2761 for material weakness formatting instructions.

